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by the banks having been largely withdrawn from the finan-
cially weaker mills, they are naturally compelled to meet their
working expenses and fixed charges by releasing large stocks
of goods on the market and disposing of them as quickly as
possible. The result is that the market, already weak on account
of the depression, rapidly deteriorates, and consequently there
is a precipitate fall of prices bringing in greater losses all
round.1 But as production and sale at a loss cannot be con-
tinued indefinitely, the financially weak and unsound mills
are bound to disappear in a few years' time. In this case,
however, the danger of allowing the natural economic forces
to work themselves out in the elimination of the ill-managed
mills is that, while the process is going on, the really strong and
financially sound mills are also becoming weaker and weaker
on account of repeated losses through sales at unremunerative
prices. Instead of being able to conserve their resources for the
necessary purpose of reorganisation, they are thus compelled
to waste their reserves in meeting the conditions of what may
truly be called an unfair competition.
The remedy that has been successfully adopted in the
western countries to meet exactly similar difficulties in the recent
years of depression has been for the comparatively stronger
units of production to buy up the weaker ones on a basis of
revaluation according to the earning power of the plant and
machinery, and thus to effectively eliminate the weaker mills
from the field of competition. Although in the pre-war world
such combinations were regarded with strong disfavour as
being contrary to the general public interest, in the post-war
period of reconstruction, combinations for the purpose of
rationalisation and prevention of waste have come to be
1 Read the article on "The Crisis in the Lancashire Cotton Industry," by
Professor Daniels and Mr. J. Jewkes, in the Economic Journal for March,
1927, where it is pointed out that about 40 per cent of the spindles in the
industry were involved in over-capitalisation, and that this was responsible
for the widespread phenomenon of 'weak* selling, as many of these over-
capitalised concerns were forced to sell in order to meet fixed interest charges,
thus creating difficulties even for those concerns which had not over-
capitalised.